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SUBJECT: GOVERNMENT ANNOUNCES PROPOSAL EOR INDIVIDUAL 
INCOME TAX REFORM 

1. SUMMARY. ON SEPTEMBER 12 A CABINET MEETING PRODUCED 
NEW DECISIONS ON FRG TAX REEORM. THE CABINET AGREED 
THAT INDIVIDUAL INCOME TAX REFORM SHOULD BE PUSHED 
THROUGH THE LEGISLATIVE PROCESS IN TIME TO BE IN 
FORCE BY JAN. I, 1975. THE CABINET ALSO DECIDED THAT 
INFLATIONARY PRESSURES IN THE ECONOMY WILL STILL BE 
TOO GREAT FOR IT TO DECIDE AT THIS TIME TO ALLOW A 
ONE PERCENT INCREASE IN THE VALUE ADDED TAX (TVA). A 
RISE IN THE TVA WOULD IMMEDIATELY BE REFLECTED IN THE 
COST-OF-LIVING INDEX. FINANCE MINISTER SCHMIDT, IN 
HIS PRESS CONFERENCE SEPTEMBER 13, ESTIMATED THAT THIS 
PORTION OF TAX REFORM, WITHOUT THE INCREASE IN THE 
TTVA, WOULD MEAN TAX REVENUE IN 1976 WOULD BE SOME 
DM 8 BILLION BELOW REVENUE WHICH WOULD OTHERWISE ACCRUE 
UNDER THE PRESENT SYSTEM. IF THE TVA WERE TO BE RAISED 
FROM II TO 12 PERCENT, THE DIFEERENCE IN TAX YIELD 
BETWEEN THE PROPOSED AND PRESENT SYSTEM WOULD BE LESS 
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2. THE CABINET ALSO DECIDED THAT CORPORATE INCOME TAX 
REFORM WILL BE LINKED TO A CAPITAL FORMATION SCHEME 
EOR WORKERS. MINISTER SCHMIDT SURMISED THAT IE THE 
CABINET MEETING NOW SCHEDULED EOR SEPTEMBER 19 PROCEEDS 
AS SMOOTHLY AS THAT OF THE I2TH, THE GOVERNMENT MAY BE 
PREPARED TO INTRODUCE THE CORPORATE TAX REEORM/CAPITAL 
EORMATION SCHEME EOR ITS FIRST READING BEFORE THE 
LEGISLATURE SOME TIME THIS YEAR. HE WOULD NOT SPECULATE 
ABOUT THE LIKELY DATE OE ENACTMENT OE THIS PACKAGE, 

BUT GOVERNMENT SPOKESMEN STRONGLY IMPLIED THAT IN ANY 
CASE CORPORATE TAX REEORM COULD NOT BE ENACTED IN TIME 
TO BECOME EEEECTIVE ON JAN. I, 1975 WITH THE INDIVIDUAL 
INCOME TAX REEORM. 

3. AMONG THE PROPOSALS EOR REFORM, GOVERNMENT SPOKESMEN 
EMPHASIZED MOST STRONGLY THE REVISIONS OE ALLOWANCES 
EOR CHILDERN. UNDER THE PROPOSAL, A TAX CREDIT (AN 
OEFSET AGAINST TAXES DUE, AS OPPOSED TO A DEDUCTION 
EROM INCOME) WILL BE ALLOWED AT THE SUME OE DM 50 

PER MONTH EOR THE EIRST CHILD, DM 70 FOR THE SECOND, 

AND DM 120 EOR EACH ADDITIONAL CHILD. THIS SYSTEM 
COULD RESULT IN DIRECT PAYMENTS OF CASH TO THOSE WHOSE 
TAX CREDITS EXCEED THE AMOUNT OF THEIR TAX LIABILITY - 
I.E., A EORM OE "NEGATIVE INCOME TAX." 

4. IN ADDITION, THE BASIC EXEMPTION WILL BE RAISED 
EROM DM 1,680 TO DM 3,000; AND THE AMOUNT CHARGED 
EOR THE EIRST DM 16,000 OF INCOME (DM 32,000 EOR 
MARRIED TAXPAYERS) WILL BE INCREASED FROM 19 TO 22 
PERCENT. AMONG A NUMBER OE OTHER PROPOSALS, THE 
GOVERNMENT PLANS TO ALLOW AN EXEMPTION TOTALLING DM 400 
(DM 800 EOR MARRIED TAXPAYERS) TO INCOME EROM DIVIDENDS 
AND INTEREST PAYMENTS. MOREOVER, THE MAXIMUM ALLOWABLE 
EOR SUCH ITEMS AS SOCIAL SECUIRTY, LIEE INSURANCE AND 
DEPOSITS WITH BUILDING AND LOAN ASSOCIATIONS IS TO BE 
INCREASED TO DM 5,400 (DM 10,800 FOR MARRIED TAXPAYERS). 
HOWEVER, SUCH OUTLAYS WOULD NO LONGER BE DEDUCTIBLE 
EROM TAXABLE INCOME; INSTEAD, 22 PERCENT OE THEM WOULD 
BE DEDUCTIBLE FROM TAXES DUE. 

UNCLASSIEIED 

UNCLASSIEIED 

PAGE 03 BONN 13359 I42302Z 

HILLENBRAND 



UNCLASSIEIED 



Deciassified/Reieased US Department of State EO Systematic Review 30 JUN 2005 




Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 

NNN 



Declassified/Reieased US Department of State EO Systematic Review 30 JUN 2005 




Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Message Attributes 



Automatic Decaptioning: X 

Capture Date: 01 JAN 1994 

Channei indicators: n/a 

Current Classification: UNCLASSIFIED 

Concepts: TAX LAW, ECONOMIC STABILITY, INCOME TAXES 

Control Number: n/a 

Copy: SINGLE 

Draft Date: 14 SEP 1973 

Decaption Date: 01 JAN 1960 

Decaption Note: 

Disposition Action: n/a 
Disposition Approved on Date: 

Disposition Authority: n/a 
Disposition Case Number: n/a 
Disposition Comment: 

Disposition Date: 01 JAN 1960 
Disposition Event: 

Disposition History: n/a 
Disposition Reason: 

Disposition Remarks: 

Document Number: 1973BONN13359 

Document Source: CORE 

Document Unique ID: 00 

Drafter: n/a 

Enclosure: n/a 

Executive Order: N/A 

Errors: N/A 

Film Number: n/a 

From: BONN 

Handling Restrictions: n/a 
Image Path: 

ISecure: 1 

Legacy Key: linki 973/newtext/t1 9730935/aaaaazlz.tel 

Line Count: 108 
Locator: TEXT ON-LINE 
Office: ACTION TRSE 
Original Classification: UNCLASSIFIED 
Original Handling Restrictions: n/a 
Original Previous Classification: n/a 
Original Previous Handling Restrictions: n/a 
Page Count: 2 

Previous Channel Indicators: 

Previous Classification: n/a 
Previous Handling Restrictions: n/a 
Reference: n/a 

Review Action: RELEASED, APPROVED 
Review Authority: kellerpr 
Review Comment: n/a 
Review Content Flags: 

Review Date: 24 AUG 2001 
Review Event: 

Review Exemptions: n/a 

Review History: RELEASED <24-Aug-2001 by cunninfx>; APPROVED <28-Aug-2001 by kelierpr> 

Review Markings: 

Declassified/Released 
US Department of State 
EO Systematic Review 
30 JUN 2005 



Review Media Identifier: 

Review Referrals: n/a 
Review Release Date: n/a 
Review Release Event: n/a 
Review Transfer Date: 

Review Withdrawn Fields: n/a 
Secure: OPEN 
Status: NATIVE 

Subject: GOVERNMENT ANNOUNCES PROPOSAL FOR INDIVIDUAL INCOME TAX REFORM 
TAGS: EFIN, GE 
To: STATE 
Type: TE 

Markings: Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 



Declassified/Released US Department of State EO Systematic Review 30 JUN 2005 




